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Graph 1 -  GDP at constant prices 
Growth rate in % 
 






Graph 2 -  Lesotho Highlands Development Authority, Gross Fixed Capital Formation  
% of GDP at current prices 
 



























Graph 3 -  Exports of goods and services 
% of GDP at current prices 
 




Graph 4 -  Net primary incomes from the rest of the world 
% of GDP at current prices 
 
































income  for  the  government,  their  evolution  has  a  significant  impact  on  economic  growth 
through public spending. The share of SACU transfers in total government revenue rose from a 
dip of 39% in FY03/04 to a peak of 61% in FY06/07 and has declined somewhat since.  
Graph 5 -  Transfers from the SACU revenue pool 
% of government revenue 
 




Graph 6 -  Net exports of goods and services 
% of GDP at current prices 
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4.  The model specification
8 
4.1.  Growth domestic product by expenditure 
4.1.1.  Private final consumption expenditure 
Private final consumption expenditure consists of three items, namely householdsʹ acquisition, 












Graph 7 -  Private final consumption expenditure  
Constant prices - Million Maloti 
 
Source: Bureau of Statistics; Own computations 
                                                           
8   A glossary of the names for the different variables used in this chapter is provided in Appendix. 
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Graph 8 -  Households' domestic consumption and disposable income  
Constant prices - Million Maloti 
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        +C(3)*(T=1988)     
Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) 0.021559  0.005998 3.594098 0.0015
C(2) 0.670611  0.140106 4.786453 0.0001
C(3) 0.074820  0.018911 3.956492 0.0006
R-squared  0.464625      Mean dependent var  0.017645
Adjusted R-squared  0.418070      S.D. dependent var  0.024783
S.E. of regression  0.018906      Akaike info criterion  -4.990554
Sum squared resid  0.008221      Schwarz criterion  -4.845389
Log likelihood  67.87720      Hannan-Quinn criter.  -4.948752
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Graph 9 -  Private GFCF at constant prices 
Growth rate in % 
 





Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) -0.222195  0.096643 -2.299145 0.0309
C(2) 0.225952  0.096359 2.344899 0.0280
C(3) 0.778913  0.303741 2.564397 0.0173
R-squared  0.380862      Mean dependent var  0.035836
Adjusted R-squared  0.327024      S.D. dependent var  0.116047
S.E. of regression  0.095199      Akaike info criterion  -1.757526
Sum squared resid  0.208446      Schwarz criterion  -1.612361
Log likelihood  25.84784      Hannan-Quinn criter.  -1.715724
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4.1.3.  Changes in inventories 
Changes in inventories at constant prices have been positive in Lesotho in all years except for 
FY03/04 and FY08/09. 
Graph 10 -  Changes in inventories  
Constant prices - Million Maloti 
 









Sample: 1993-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) 0.267279  0.044195 6.047781 0.0000
C(2) 120.6507  35.69389 3.380150 0.0045
R-squared  0.361388      Mean dependent var  60.19300
Adjusted R-squared  0.315773      S.D. dependent var  42.78853
S.E. of regression  35.39383      Akaike info criterion  10.08742
Sum squared resid  17538.13      Schwarz criterion  10.18399
Log likelihood  -78.69937      Hannan-Quinn criter.  10.09237
Durbin-Watson stat  1.230960       
As this equation could lead to counter‐intuitive simulation results, the contribution of changes 
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Graph 11 -  Imports and gross final expenditure at constant prices 
Growth rate in % 
 








Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(2) 1.044183  0.060597 17.23148 0.0000
C(3) 0.092485  0.031178 2.966396 0.0067
R-squared  0.896648      Mean dependent var  0.037124
Adjusted R-squared  0.892341      S.D. dependent var  0.045554
S.E. of regression  0.014947      Akaike info criterion  -5.494828
Sum squared resid  0.005362      Schwarz criterion  -5.398052
Log likelihood  73.43277      Hannan-Quinn criter.  -5.466960
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Table 1 -   Industry structure 
Industry Composition  in  NA denomination  Determinants 
A  Agriculture, forestry and fishing  Exogenous 
MQ  Mining and quarrying  Exports of goods: Diamonds, precious and semi-
precious stones 
MT  Textiles, clothing, footwear and leather  Exports of goods: Textiles, clothing, footwear and 
leather 
MO  Food products and beverages  
+ Other manufacturing 
Private domestic consumption expenditure  
+ Government intermediate consumption  
+ Exports of goods: Others 
E Electricity  Private  value added (excluding agriculture) 
W  Water  Exports of services: Distribution of water 
C Construction  Private  GFCF + Government and LHDA GFCF 
SP  Wholesale and retail trade, repairs  
+ Hotels and restaurants  
+ Transport and communication  
+ Financial intermediation and business services  
+ Real estate  
+ Community, social and personal services 
Private domestic consumption expenditure  
+ Government intermediate consumption 
G  Public administration  
+  Education  
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Graph 12 -  Value added and exports - Mining and quarrying 
Constant prices - Million Maloti 
 





Sample: 1982-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) 7.766173  1.006065 7.719358 0.0000
C(2) 0.445378  0.023229 19.17334 0.0000
C(3) 0.502195  0.006392 78.56464 0.0000
R-squared  0.996163      Mean dependent var  41.69527
Adjusted R-squared  0.995843      S.D. dependent var  69.79988
S.E. of regression  4.500384      Akaike info criterion  5.950642
Sum squared resid  486.0830      Schwarz criterion  6.094624
Log likelihood  -77.33366      Hannan-Quinn criter.  5.993455
F-statistic  3115.185      Durbin-Watson stat  1.848794
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Graph 13 -  Value added and exports - Textiles, clothing, footwear and leather 
Constant prices - Million Maloti 
 





Sample: 1982-2008  Coefficient  Std. Error t-Statistic Prob.  
C(2) 0.391124  0.006041 64.74766 0.0000
C(3) 0.364471  0.001919 189.9600 0.0000
R-squared  0.998677      Mean dependent var  444.8416
Adjusted R-squared  0.998624      S.D. dependent var  425.9929
S.E. of regression  15.80006      Akaike info criterion  8.429092
Sum squared resid  6241.048      Schwarz criterion  8.525080
Log likelihood  -111.7927      Hannan-Quinn criter.  8.457634
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Graph 14 -  Value added and exports - Water distribution 
Constant prices - Million Maloti 
 
Source: Bureau of Statistics; Own computations 
 
QVOW=C(1)+C(2)*XOW    
Sample: 1995-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) 21.90518  2.348578 9.326997 0.0000
C(2) 1.046651  0.012017 87.10022 0.0000
R-squared  0.998421      Mean dependent var  219.6649
Adjusted R-squared  0.998289      S.D. dependent var  54.32957
S.E. of regression  2.247220      Akaike info criterion  4.588828
Sum squared resid  60.59995      Schwarz criterion  4.680122
Log likelihood  -30.12180      Hannan-Quinn criter.  4.580377
F-statistic  7586.449      Durbin-Watson stat  1.382110
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Graph 15 -  Value added - Food products & beverages and Other manufacturing 
Constant prices - Million Maloti 
 








        +C(5)*DLOG(XOR)*(T>2004)   
Sample: 1992-2008  Coefficient  Std. Error t-Statistic Prob.  
C(2) -0.087460  0.040375 -2.166195 0.0495
C(3) 1.138823  0.388355 2.932426 0.0117
C(4) 0.132954  0.055437 2.398293 0.0322
C(5) 0.289532  0.093458 3.097977 0.0085
R-squared  0.497671      Mean dependent var  0.051062
Adjusted R-squared  0.381749      S.D. dependent var  0.047923
S.E. of regression  0.037682      Akaike info criterion  -3.516959
Sum squared resid  0.018459      Schwarz criterion  -3.320909
Log likelihood  33.89415      Hannan-Quinn criter.  -3.497471
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Graph 16 -  Value added - Electricity 
Constant prices - Million Maloti 
 





DLOG(QVOE)=C(2)*(T=1998 OR T=1999)+C(3)*DLOG(QVOT-QVOA) 
Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(2) 0.440883  0.071399 6.174919 0.0000
C(3) 1.394120  0.313644 4.444906 0.0002
R-squared  0.595558      Mean dependent var  0.102120
Adjusted R-squared  0.578707      S.D. dependent var  0.155179
S.E. of regression  0.100722      Akaike info criterion  -1.679103
Sum squared resid  0.243478      Schwarz criterion  -1.582326
Log likelihood  23.82834      Hannan-Quinn criter.  -1.651235
















Graph 17 -  Value added - Construction 
Constant prices - Million Maloti 
 






Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(2) 0.566911  0.166886 3.397002 0.0024
C(3) 0.367887  0.065156 5.646215 0.0000
R-squared  0.621329      Mean dependent var  0.048623
Adjusted R-squared  0.605551      S.D. dependent var  0.161459
S.E. of regression  0.101405      Akaike info criterion  -1.665589
Sum squared resid  0.246790      Schwarz criterion  -1.568813
Log likelihood  23.65266      Hannan-Quinn criter.  -1.637721















Graph 18 -  Value added - Private services 
Constant prices - Million Maloti 
 
Source: Bureau of Statistics; Own computations 
Value added for private services are linked to private domestic consumption and government 





Sample: 1991-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) 0.042793  0.018522 2.310362 0.0355
C(2) 0.967027  0.166897 5.794148 0.0000
C(3) 0.264622  0.043738 6.050097 0.0000
R-squared  0.519468      Mean dependent var  0.035992
Adjusted R-squared  0.455397      S.D. dependent var  0.024835
S.E. of regression  0.018328      Akaike info criterion  -5.009777
Sum squared resid  0.005039      Schwarz criterion  -4.861382
Log likelihood  48.08800      Hannan-Quinn criter.  -4.989316
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Table 2 -   Determinants of deflators of value added by industry 
Industry Determinants 
Agriculture, forestry and fishing  South African CPI; homogeneity imposed 
Mining and quarrying  Deflator of exports of diamonds; homogeneity imposed 
Textiles, clothing, footwear and leather  Deflator of exports of textiles; homogeneity imposed 
Food products and beverages + Other manufacturing  South African PPI; homogeneity imposed 
Electricity  CPI lagged with one year; homogeneity imposed 
Water  Deflator of exports of water distribution; homogeneity imposed 
Construction South  African  CPI; homogeneity imposed 
Private services  South African CPI + Value added in Private services 
Public administration+ Education + Health and social 
work 
Exogenous 






Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(2) 0.786427  0.064061 12.27631 0.0000
C(3) 0.367049  0.130802 2.806145 0.0098
R-squared  0.696712      Mean dependent var  0.091663
Adjusted R-squared  0.684075      S.D. dependent var  0.031239
S.E. of regression  0.017559      Akaike info criterion  -5.172717
Sum squared resid  0.007399      Schwarz criterion  -5.075941
Log likelihood  69.24532      Hannan-Quinn criter.  -5.144849








Graph 19 -  Consumer Price Index 
Growth rate in % 
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        *DLOG(YU)*(T>1995)     
Sample: 1983-2008  Coefficient  Std. Error t-Statistic Prob.  
C(1) 0.234352  0.048861 4.796338 0.0001
C(2) 0.952637  0.109382 8.709290 0.0000
C(3) 1.375956  0.163171 8.432581 0.0000
R-squared  0.649361      Mean dependent var  0.154566
Adjusted R-squared  0.618870      S.D. dependent var  0.107343
S.E. of regression  0.066269      Akaike info criterion  -2.482029
Sum squared resid  0.101006      Schwarz criterion  -2.336864
Log likelihood  35.26637      Hannan-Quinn criter.  -2.440226
Durbin-Watson stat  2.029981       
As quasi‐money is showing no clear trend in real terms on the sample, it is simply assumed to 
adjust to CPI‐inflation. 












20   The other items of the government account are exogenous variables in the model. WORKING PAPER 17-10 
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Graph 20 -  Implicit income tax rate payable by individuals  
Percent 
 
Source: Bureau of Statistics, Statement of Government Operations and own calculations 
4.5.2.  Income tax payable by corporations and other enterprises 
The implicit rate is obtained by dividing the income tax payable by corporations and other en‐




Graph 21 -  Implicit income tax rate payable by corporations and other enterprises  
Percent 
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Graph 22 -  Implicit tax rate on goods and services  
Percent 
 
Source: Bureau of Statistics, Statement of Government Operations and own calculations 




Graph 23 -  Implicit tax rate on exports  
Percent 
 
















FY04/05 FY05/06 FY06/07 FY07/08 FY08/09WORKING PAPER 17-10 
 
27 







5.1. Baseline  scenario 

















































private  consumption,  although  relatively  weak  intermediate  government  consumption  also 
plays a role. Taxes on international trade develop in line with exports of diamonds and are ex‐
pected to register a vigorous acceleration after a decline in FY09/10. Overall tax revenues should 
increase slightly less over the projection period (+37%) than GDP at current prices (+40%). WORKING PAPER 17-10 
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Table 3 -  Baseline scenario 
Growth rate in %, unless otherwise mentioned 
   FY07/08 FY08/09 FY09/10 FY10/11  FY11/12  FY12/13
Exogenous variables           
  Government expenditures     
    Compensation of employees at current prices  20.8 24.8 27.0 8.0  3.6  10.2
    Intermediate consumption at current prices  11.2 31.7 1.8 9.8  2.6  -0.7
   Deflator  public  wages  18.2 21.7 23.3 7.7  2.7  7.7
    Deflator intermediate public consumption  7.6 4.0 7.1 6.3  6.0  5.7
   Investment  excl.  LHDA at constant prices  34.1 129.9 13.6 25.5  2.0  -8.3
   Investment  LHDA at constant prices (level)  23.3 1.4 0.0 0.0  314.2  594.5
 Exports  (constant  prices)     
    Diamonds and (semi-) precious stones  34.2 14.6 1.0 6.3  6.7  27.7
    Textiles, clothing, footwear and leather  -2.7 -0.8 -13.5 1.5  2.5  3.2
    Distribution of water  1.3 -2.7 5.1 5.1  5.1  5.1
   Other  exports  23.1 45.1 6.2 6.2  6.2  6.2
Simulation results     
  Gross Domestic Product by expenditure at constant prices     
   Public  consumption  7.3 11.8 -0.4 0.1  -1.6  -1.6
   Private  consumption  1.2 2.0 3.5 -0.4  0.6  1.5
      Excl. acquisitions by Basotho workers in SA 0.9 2.5 4.4 -0.6  0.3  1.4
      Acquisitions by Basotho workers in SA 2.8 -0.5 -1.2 0.7  2.3  1.8
    Gross fixed capital formation, of which  18.1 11.6 5.1 10.0  10.5  5.3
      Corporations and households  18.0 -10.8 0.9 1.1  1.4  2.4
   Domestic  expenditure  5.4 5.1 2.9 1.8  2.2  1.7
    Exports of goods and services  5.2 11.2 -5.3 3.7  4.3  6.9
    Imports of goods and services  5.8 7.0 0.5 2.9  3.7  3.1
   GDP at market prices  2.8 4.5 1.6 1.4  1.5  2.7
  Value added by industry at constant prices     
   Primary  industries  -2.0 9.8 2.0 3.9  1.8  7.6
      Agriculture, forestry and fishing  -9.4 6.6 2.8 3.1  0.2  0.2
      Mining and quarrying  31.0 19.5 -0.3 6.1  6.5  26.9
   Secondary  industries  2.6 3.5 -2.2 3.4  3.8  3.6
     Manufacturing  1.7 3.4 -5.8 1.5  2.2  3.0
        Textiles, clothing, footwear and leather  -1.9 -2.1 -11.8 1.5  2.5  3.2
     Other  manufacturing  11.4 16.4 6.1 1.5  1.6  2.5
     Electricity  10.3 7.8 1.6 2.1  2.5  4.4
     Water  0.4 -2.2 4.9 4.7  4.7  4.7
     Construction  5.5 6.5 5.3 9.4  8.9  4.5
   Tertiary  industries  3.1 4.3 3.6 -0.1  0.2  1.3
     Private  services  4.6 5.6 3.9 -0.2  -0.1  0.7
     Non-market  services  0.6 2.0 3.0 0.3  0.9  2.3
    Total value added at producers' prices  2.2 4.5 1.7 1.4  1.5  2.7
 Prices     
    Consumer price index  9.2 10.7 7.1 6.0  5.7  5.5
   GDP deflator  13.3 13.6 7.4 7.5  5.2  7.5
 Income     
    Households’ real domestic disposable income  -1.3 4.1 9.8 -1.0  0.2  1.9
    Households’ domestic savings rate 
(% of disposable income)  6.6 8.0 12.6 12.2  12.2  12.6
  Total tax revenues  23.0 21.8 12.8 4.8  6.6  8.4
   Income  taxes  25.3 26.5 17.2 3.4  7.1  8.3
      Paid by households  24.8 8.3 15.2 7.7  5.4  8.1
      Paid by corporations  47.1 30.5 21.7 -5.6  11.2  8.9
    Taxes on goods and services  24.0 12.3 9.5 4.9  4.2  4.5
   Taxes  on  exports  -2.8 95.4 -9.5 23.9  17.1  34.5WORKING PAPER 17-10 
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5.2.  Simulation of a reduction in public expenditures 












































Table 4 -  Simulation of a reduction in public expenditures  
Deviation from the baseline scenario in %, unless otherwise mentioned 
  FY10/11  FY11/12  FY12/13 
Exogenous shock       
  Public wages at current prices  -10.00  -10.00  -10.00 
  Intermediate government consumption at current prices  -10.00  -10.00  -10.00 
  Deflator of public wages  -10.00  -10.00  -10.00 
  Gross fixed capital formation of government at current prices  -15.35  -15.35  -15.35 
Simulation results       
  Gross Domestic Product by expenditure at constant prices       
   Public  consumption  -5.38  -5.47  -5.55 
   Private  consumption  -2.00  -1.93  -1.94 
    Gross fixed capital formation, of which  -7.78  -7.11  -6.28 
      Corporations and households  -2.39  -2.27  -2.19 
   Domestic  expenditure  -3.98  -3.88  -3.71 
    Exports of goods and services  0.00  0.00  0.00 
    Imports of goods and services  -3.65  -3.55  -3.33 
   GDP at market prices  -2.18  -2.08  -2.01 
  Value added by industry at constant prices       
   Primary  industries  0.00  0.00  0.00 
   Secondary  industries  -2.63  -2.42  -2.24 
     Manufacturing  -1.54  -1.50  -1.49 
        Textiles, clothing, footwear and leather  0.00  0.00  0.00 
       Other  manufacturing  -4.05  -3.97  -3.98 
     Electricity  -4.23  -4.03  -3.88 
     Water  0.00  0.00  0.00 
     Construction  -7.23  -6.10  -5.28 
   Tertiary  industries  -2.34  -2.28  -2.27 
     Private  services  -3.61  -3.54  -3.54 
     Non-market  services  0.00  0.00  0.00 
    Total value added at producers' prices  -2.13  -2.03  -1.96 
 Prices       
    Consumer price index  -0.29  -0.28  -0.28 
   GDP deflator  -2.62  -2.54  -2.49 
 Income       
    Households’ real domestic disposable income  -3.41  -3.31  -3.33 
    Households’ domestic savings rate 
(% of disposable income, difference from baseline)  -0.94  -0.92  -0.92 
  Total tax revenues  -4.11  -4.39  -4.29 
   Income  taxes  -4.32  -4.92  -4.87 
      Paid by households  -6.13  -5.98  -5.97 
      Paid by corporations  0.00  -2.52  -2.38 
    Taxes on goods and services  -4.61  -4.54  -4.51 
   Taxes  on  exports  0.00  0.00  0.00 WORKING PAPER 17-10 
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Appendix: Glossary of variable names 
Only variable names appearing in the paper are defined here. The full list of model variables is 
available on request. 
CGIO  Intermediate consumption, Government – Constant prices 
CGO  Final consumption expenditure, Government – Constant prices 
CHDO  Private cons. expenditure excl. acquisitions by Basotho workers in SA – Constant 
prices 
CHU2  Final consumption expenditure, Acquisitions by Basotho workers in SA  
CPI_SA  SA CPI , All Items 
FDO  Gross final expenditure – Constant prices 
ITH  Income tax – payable by individuals 
IOG  Gross fixed capital formation, Government excl. LHDA – Constant prices 
IOLHDA  Gross fixed capital formation, LHDA – Constant prices 
IOP  Gross fixed capital formation, Private – Constant prices 
M1  Money (M1) 
MDO  Import of goods and services excl. acquisitions by Basotho workers in SA – Constant 
prices 
MITT  Mixed income, All industries 
PCHD  Deflator, Private cons. expenditure excl. acquisitions by Basotho workers in SA 
PVSP  Deflator, Value added, Wholesale + Hotels + Transport + Financial + Real estate 
QVOA  Value added, Agriculture, forestry and fishing – Constant prices 
QVOC  Value added, Construction – Constant prices 
QVOE  Value added, Electricity – Constant prices 
QVOG  Value added, Public admin. + Education + Health and social work – Constant prices 
QVOMO  Value added, Food products and beverages + Other manufacturing – Constant prices
QVOMQ  Value added, Mining and quarrying – Constant prices 
QVOMT  Value added, Textiles, clothing, footwear and leather – Constant prices 
QVOSP  Value added, Wholesale + Hotels + Transport + Financial + Real estate 
QVOT  Value added, Total private industries – Constant prices 
QVOTT  Value added, All industries at basic prices – Constant prices 
QVOW  Value added, Water – Constant prices 
SBH  Social benefits to households 
SO  Changes in inventories – Constant prices 
TGH  Other expense, Current transfers from Government to households 
TRH  Current transfers from abroad to households  
WBBW  Compensation of employees, Miners and other workers in SA 
WBTT  Compensation of employees, All industries 
XOMQ  Exports of goods, Diamonds; precious and semi‐precious stones – Constant prices 
XOMT  Exports of goods, Textiles + Clothing + Footwear, leather – Constant prices 
XOR  Exports of goods and services, Others – Constant prices 
XOW  Exports of services, Distribution of water – Constant prices 
YDHD  Households disposable income excl. acquisitions of Basotho workers in SA 
YU  Gross Domestic Product at purchasers prices  
 